BCBSF
2111

YEAR
1983

ANNUAL REPORT 1983
Blue Cross and Blue Shield
of Florida, Inc.

1983 was a pivotal year at Blue
Cross and Blue Shield of Florida.
It was a year in which significant
strides were made toward the adaptation and redirection essential to our
continuing to play an influential role
in managing the accelerating changes
in health care.
It was a year in which we stressed
innovation in order to develop new
programs in health care financing and
delivery which are meaningful to the
people we serve.
And it was a year in which we
consolidated our operating improvements of the past few years, while we
planned for growth in the eighties. All
of our work was based on a firm
commitment to manage health care
costs for our customers.
The report which follows is a summary and a highlight of the events
which made 1983 a good year for Blue
Cross and Blue Shield of Florida. It is
respectfully dedicated to a special
group of individuals who helped bring
it all about: a distinguished and
dedicated board, and our talented and
tireless employees.

Chairman's Message

During recent years, health care costs have continued
to increase until they currently represent one of the
largest single expenses Florida families and businesses
experience. There is a crucial need to manage these costs,
while continuing to provide needed health care services.
Clearly, this is a most difficult and complex problem, and
one which demands all of our energy, expertise and commitment to solve.
Understandably, there are some in our society who are
pressing for immediate answers to this problem through
reliance on increased governmental controls. However,
studies and experience to date suggest strongly that such
reliance on regulatory solutions in the health care
industry, as has been proven in other industries, does not
lower costs; rather, regulation only serves to institutionalize basic inefficiencies aqd stifle individual initiative.
The hard truth is, there are no simple answersregulatory or other-to the problem of rising health care
costs. Its causes are too complex and its development too
long-term for easy or quick solutions. Instead, we believe
innovative and imaginative new approaches from the
private sector, that address basic reforms in the health
care marketplace, must be applied if we are to be successful in developing a more cost-efficient system of health
care delivery and financing. Such reforms must provide
for the development of true price competition, with its
attendant cost-consciousness and increased efficiency,
among both the consumer and those who provide care.
They must encourage behavioral changes in all of us
toward more efficient and effective use of health care
services, and they must support the development of more
cost-effective options from which health care purchasers
can choose.
Already, it is possible to see some of these positive
changes beginning to occur in our health care system.
The sharp increase in the cost of traditional insurance
plans has created an opportunity for new programs in the
market.The rapid growth of health maintenance organizations and preferred provider arrangements in Florida
reflects a healthy spirit of competition and individual
initiative. Further, they demonstrate that price competition in health care services is appropriate and can work
to restrain the increase in the cost of care.
Blue Cross and Blue Shield of Florida is firmly
committed to providing our members with both health
maintenance organizations and preferred provider

arrangements in addition to our more traditional
coverage. As you will see from this report, we devoted
considerable effort in 1983 to accelerated planning and
development of our health maintenance organizations.
We also have worked to develop several preferred provider programs for implementation during 1984.
While extremely important in our overall strategy for
change and improvement, our development of these
additional options for health care delivery and finance
represent only part of our 1983 activities. Besides handling
the day-to-day operation of a very complex business, we
also devoted considerable effort to improving our market
position with our more traditional products through the
continuing analysis of changing customer needs, future
marketing opportunities and new product design . In
addition, we placed major emphasis on continuing to
increase the skills necessary both to operate a large
volume health insurance business and to manage multiple
new programs in a rapidly changing environment.
Most certainly, Blue Cross and Blue Shield of Florida is
at the forefront of those attempting to successfully change
the health care system in Florida. Our over forty years of
commitment to our members to help meet their needs for
quality, affordable health care demands that we be there.
Our unique position as a vital link between those who
provide care and those who use it make us a natural
catalyst for effecting cooperative change. And our expertise and experience require that we provide leadership in
helping to manage those changes effectively.
As you read this year's report, you will note that we
have focused on several of our employees who are involved
with various programs and activities of the corporation.
They are representative of all our employees who,
through their dedication and commitment, represent our
greatest single resource. They are also a reminder that,
despite all the automation, complexity and rapid change
in our business, we are still a company of people serving
other people.
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G. Hunter Gibbons
Chairman of the Board

President's Message

In an environment of continuing and accelerating
change, reliance upon sound business and management
principles again helped guide us to a successful year in
1983. Equally important:, our efforts in 1983 strengthened
our ability to effectively manage the many changes still to
come in Florida's health care financing and delivery
systems in the eighties.
Following the strategic direction established in prior
years, we continued to operate our programs in traditional markets, both private and government, while
researching and developing new programs to prepare for
our members' changing health care needs and expectations in Florida. This was done with increased emphasis
on better products at competitive prices, and careful
planning and investment for future market developments.
Clearly, the overwhelming health care issue Floridians
face is the need to restrain the sharp increase in costs.
One of the important ways we responded to that need in
1983 was through the commitment of major resources
toward the development of more cost-effective health care
options, such as our Health Maintenance Organizations
(HMOs) and Preferred Provider Organizations (PPOs).
These options represent an essential element in the
changes needed to make the health care system more
responsive to Floridians' financial concerns: with multiple
choice in the marketplace, people can seek out care that
gives them the most value for their premium dollar.
In 1983, we greatly expanded membership in our two
operational HMOs in Tallahassee and Miami, and we
also began to organize additional HMOs in Jacksonville,
Orlando and the Tamp a Bay area. Within the next four
years, we plan to have a minimum of ten HMOs operational throughout the state providing convenient access
to this health care option for sixty percent of all
Floridians.
The initiation of our Preferred Provider Organization
(PPO) product in 1983, called "Preferred Patient Care,"
marked an important new effort toward providing our
membership with an additional cost-effective delivery and
financing option. During 1984 we expect several of these
PPO-type arrangements to be offered to many employer
groups, providing convenient access to quality services at
a reduced cost.
A distinctive feature of our PPOs involves the agreement by hospitals and physicians to participate in utilization management programs. These programs are designed
to ensure the appropriate use of hospital services and
have been developed through cooperative efforts with
practicing physicians. Effective management of utilization
is an integral part of our effort to contain costs, not only
in our PPOs, but in all of our coverage programs. Physician involvement is a key to this effectiveness.
An essential element in the development of new programs involves sound financial planning and management. In 1983, despite the tremendous pressure fro m the
effects of rapidly escalating claims costs, we were able to
add $16 million dollars to reserves, essentially through
prudent investment management. This positive condition
has contributed in large measure to our ability to fund
many of our new cost containment initiatives and helped
pave the way for continued development and implementation of additio nal cost effective programs.

Full implementation of programs such as our HMO
and PPO, together with improvements for our more traditional programs of health care protection, will provide
consumers with a wider choice of health care delivery and
finance options. With these options available, they can
select combinations of cost and convenience most appropriate to their medical and financial needs.
An important part of our strategy for the eighties calls
for the continued strengthening of our market position in
the traditional health insurance programs we offer.
Despite intense competition, we were able to end the year
with a net increase of 16,300 contracts over 1982 in our
local group business. Smaller gains were also recorded in
our National Accounts and the Federal Employee Program.
Offsetting much of this gain, however, were significant
losses in our individual, direct pay market. Considerable
effort was devoted to improving contract benefits and
pricing for both our under-65 and Medicare supplement
members. Unfortunately, we were significantly hampered
in this effort by a regulatory dispute that could not be
resolved in 1983. As a result, we were unable to either
rate ·our products consistent with competitive practices, or
to market the kinds of products needed to match competitive offerings. The continued use of inadequate rates
aggravated financial losses for this product. The
regulatory issue has since been resolved and product
improvements will be available in 1984, but recovery of
1983 losses is expected to be slow.
Operationally, we continued to see high performance in
our Medicare claims areas. In Medicare Part B, we completed our first year as the program's carrier for the entire
state following award of the contract for Dade and
Monroe counties in late 1982. Despite the large increase
in claims from this new contract, we were still able to
keep our average processing time to just half the time
required by other carriers. The cost for processing each
claim was $2.00-one of the lowest costs in the nation .
A particularly challenging event in Medicare Part A
involved the federal government's new Prospective Payment System for hospitals. As the Medicare Part A intermediary for most of the state's hospitals, it was our
responsibility to assist each hospital in the transition to
this new system, with only a very short time frame
available in which to accomplish the transactio n. The
feder al government's Health Care Financing Administration acknowledged our success in this program with a
special citation.
In this summary, I have touched on some of our major
programs and activities in wh ich we were involved during
1983 . Please spend a few minutes reading the full report. I
think you will find further evidence of o ur continuing
commitment to providing our members access to quality
care at affordable prices.
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William E. Flaherty
Plan President and
Chief Executive Officer

New Initiatives

The need to make health care more affordable for
our customers-both now and in the future-forms
the basis for our commitment to new and innovative approaches in health care delivery and financing.

Health Maintenance Organizations:
Health Maintenance Organizations (HMOs) are a
vital part of the Plan's strategy to develop viable
options for the delivery and financing of health
care. These prepaid health care plans consistently
deliver cost savings to employers and consumers
while providing a wide range of both preventive and
acute care services. Under our HMOs, participating
physicians provide services to members for a set fee
per month. This is in contrast to traditional health
care delivery in which care is provided on a fee-forservice basis. The Plan operated two HMOs in 1983.
Their success exceeded the company's expectations.
Enrollment in Capital Health Plan, which serves the
Tallahassee community, grew by 71 percent this past
year. South Florida Group Health (SFGH), which
serves Dade County residents, increased its membership by 13 percent. SFGH also began to participate
in a demonstration project launched in cooperation with the federal
government to enable
Medicare beneficiaries to
receive HMO services.
In addition to our two
operational Health
Maintenance Organizations, the Plan selecte'd
Jacksonville, Orlando and
the Tampa Bay area for
our next HMO develop-

ments. Drawing upon the foundation we have put
in place, and the successes of our current organizations, we plan to provide convenient access to a
Blue Cross and Blue Shield of Florida HMO program for at least 60 percent of Florida's population
by 1988.

Preferred Provider Organizations:
The acceptance of HMOs by our customers has
also served as a catalyst for evaluating the potential
of another alternative delivery system: the Preferred
Provider Organization (PPO).
As with HMOs, Preferred Provider Organizations
are a direct response to consumer concerns over
costs. By working with the more cost-effective providers of health care service throughout the state,
the company has established a framework for the
implementation of PPOs during 1984 and beyond.
In the PPO, hospitals and physicians contract with
us to offer employers and their employees a predetermined plan to reduce costs. The providers also
agree to participate in utilization management programs designed to ensure the appropriate use of
health care services.
By the latter part of 1984, we plan to have several
PPO-type arrangements marketed in local communities around the state available to many employer
groups in those areas.
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New Initiatives

(Continued)

PAR PLUS: New Physician
Participation Program:
Physician willingness to participate in various
programs offered by the Plan, including those which
restrict levels of reimbursement, has always been
crucial to our success in providing subscribers
trouble-free access to care. In 1983, Blue Cross and
Blue Shield of Florida developed an expanded participation program for physicians, called "PAR
PLUS," that will extend the benefits of utilizing a
Blue Cross and Blue Shield participating physician.
This program is specifically intended to improve service to our policyholders with a comprehensive contract involving deductibles and coinsurance. Currently, more than 90 percent of our Florida
policyholders select the comprehensive type program.
As one of its primary features, the program
promotes cost saving by enrolling physicians who
agree not to bill the subscriber for any difference
that may exist between what the Plan determines to
be a maximum allowance for a service and the
amount charged. The participating physicians also
agree to bill the Plan directly for payment, leaving
only deductible or coinsurance amounts for the
subscriber to pay. Participating physicians should
benefit not only from assurance of a more rapid and
efficient payment, but also from an increase in the
number of their patients covered by Blue Cross and
Blue Shield of Florida. In addition to its other
features, "PAR PLUS" will also include various
programs of utilization management developed in
conjunction with local physicians.

In 1983, such relationships provided the foundation through which we were able to continue our
existing cost management programs and to achieve
important improvements.

Other Carrier Liability:
A significant cost containment measure involving
other carrier liability was implemented and made
available to our employer accounts in 1983.
Through this program, we are better able to identify
when another carrier is liable for all or part of a
claim before the claim is paid by the Plan. By
avoiding such payments, we are able to achieve considerable savings for the employer.
Overall savings from coordination with private
carriers in 1983 amounted to $19 million. Each new
employer group joining the Florida Plan has the
opportunity to participate in this cost-management
program.

Cost Management:
Blue Cross and Blue Shield of Florida has traditionally maintained close, cooperative relationships
with both consumers of health care and the physicians and hospitals who provide it. Today that
relationship has become even more important as
together we seek ways to manage the cost of health
care more effectively.
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New Initiatives

(Continued)

Group-Account-Specific Analysis:
Corporations spend millions of dollars every year
for health care coverage for their employees and
dependents. The absence of adequate data to monitor
health care utilization and costs has been an
obstacle for many years in defining and measuring
an effective, long-term approach to health care cost
management and benefit analysis.
Building on its "Employer-Account-Specific
Analysis" monitoring system, which was developed
for large employer accounts in 1982, the Plan
expanded that program in 1983 to include mediumsize employers. With this system in place, we can
now furnish a larger number of our employer clients
with important feedback concerning the cost and
use of health care services provided for their
employees.
As the number of health care delivery and financing options increases, we believe this system will
become even more valuable to employers in
monitoring and comparing the impact of various
benefit alternatives.

hospital claims to identify and resolve incorrect billings. In 1983 the Hospital Charge Audit Program
recovered $4.5 million for claims that were not
substantiated by appropriate documentation in . /
hospital and patient records.

Provider Automated Services:

/

Increased operational efficiency
/
also contributes to more
.,,,,,
effective cost manage/
ment. That premise has
r"'r- "'co.
guided the work of our
g r-N
Provider Automated
rServices area for several
80
81
82
83
years in the develop79
ment and improvement
Automated Claims Processed
of totally computerized
systems for submission of claims by both physicians
and hospitals.
In 1983, the Plan received over seven million
Medicare and private business claims through these
computerized systems directly from physician offices
and hospitals. As a result of this advanced computerized claims submission system, we were able to
reduce both errors in claims and costly paperwork.
In addition, we were able to speed reimbursement to
our policyholders.
Accuracy of the claims submitted through this
system is verified by a separate audit department
dedicated to this purpose.
The reception and interest by providers in this
automated system has been gratifying. During 1983
over 150 additional data terminals and medical billing computers were installed in physician offices and
hospitals in Florida. To date, eight other Blue
Cross and Blue Shield Plans in other states have
purchased our system as well.
OC)

- -

Hospital Prospective Charge
Payment Program (PCPP):
The Plan was actively involved in negotiating
rates with 24 7 contracting hospitals in an effort to
ensure that charges for services rendered to our
customers are reasonable and equitable. Under the
Prospective Charge Payment Program (PCPP), the
proposed charges and projected revenues of participating hospitals are compared to hospitals with
similar fee structures, anticipated labor costs, construction costs and other expenses. If a hospital's
proposed rate increase is considered excessive, the
Plan negotiates with the hospital to reduce its
charges. Through this program, $10 million in proposed increases were avoided in 1983.

Hospital Charge Audit Program:
For several years, the auditing of hospital charges
has been an important component of our costmanagement efforts. Under this program, we audit
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Marketing

Individual Policyholders:

The continuing rise in the cost of health care,
intensified competition and a complex regulatory
environment all acted to influence marketing results
in 1983. In addition, the changing priorities and
needs of our customers for new product design,
pricing and delivery arrangements served further to
challenge our ability to manage our marketing
efforts successfully.
In spite of these challenges, we finished the year
with a modest net gain in contracts. Highlighting
our efforts were sales to local Florida businesses
which resulted in a net increase of 16,300 contracts,
or 17 percent, over 1982. Equally important, by
effectively addressing the needs and
concerns of our current
customers, the Plan successfully reduced cancellations by 27 percent over
the previous year.
Activities in other lines
of traditional business
during the past year
reflected the changing
market, characterized
by an overriding need
for solutions to high
health care costs:

Our direct-pay market-which provides coverage
directly to individual policyholders-was a strong
indicator of the troubled health care environment.
During 1983, the Plan lost 19,000 contracts in this
area of our business: 12,000 customers in our
under-65 market and 7,000 Medicare supplement
customers.
Significant effort during 1983 was devoted to
providing individuals under 65 with improved
health care coverage at an affordable price. Unfortunately, we were hampered in this effort by complicated regulatory disputes that prevented us from
implementing either benefit changes or more
equitable rating structures-both of which were
needed to allow us to match competitor products.
These regulatory issues have now been resolved,
and while recovery of our 1983 losses will be slow,
we are confident that 1984 will place us in a more
competitive position with our under-65 direct pay
products.
"We are aware of the distress and frustration
among our individual policyholders as the health
care bill cuts deeper and deeper into the family
budget. As a result, we are actively seeking acceptable options; talking with subscribers, working with
providers, and redesigning benefits." Mike Guyot,
Director, Under-65 Market.

Older Citizens:
Of major concern are our policyholders over 65,
who subscribe to the Plan's Medicare supplement
products. As the administrators of the Medicare
program in Florida, we are acutely aware of the
health care needs of Floridians over 65. Additional
product development for these individuals accelerated in 1983, and as a result we plan to offer both
a high and a low coverage option in 1984 to the
current Complementary Coverage II product for
Florida's older citizens.

Federal Employees Program:
With an improved benefit design for the Federal
Employees Program, the Florida Plan achieved a

Marketing

(Continued)

"Our marketing orientation
places emphasis on the customer;
and we are seeing the ben/it of
anticipating and responding to
what the public wants." Bob
Pralle, Vice-President, Local
Group Sales.

1,200 of these employees elected to shift their health
coverage from traditional benefits to those furnished
by Capital Health Plan, the Blue Cross and Blue
Shield of Florida affiliated Health Maintenance
Organization in Tallahassee. While this resulted in a
net reduction of employees in the state group with
coverage under traditional health care benefits, the
loss was more than offset by the gain of individuals
in our HMO. More importantly, this occurrence
emphasized for us the strong need to offer our
customers viable options in the delivery and financing of health care.
In summary, 1983, though not without its setbacks, was a positive y~ar in marketing. We achieved
gains in local group, national accounts, and the
Federal Employees Program, and began to see the
development of hard-earned improvements in our
individual policy lines. Overall, the marketing divisions continued to implement improvements begun
in previous years to strengthen our marketing services
and product lines.
As we look to the future, our traditional product
lines will continue to be a strong foundation for our
total marketing efforts. At the same time, we will
further develop products and services that provide
our customers with the financing and delivery
options needed to assure them of the best value for
their health care dollar.

gain of 1,000 contracts in 1983. This is in contrast
to a loss of 3,700 contracts in 1982. Considering the
strong competition from 100 other insurers, we were
pleased to be one of only four Plans nationwide to
show a gain during the "open enrollment" period.

National Accounts:
Despite the unanticipated loss during 1983 of
several national employers headquartered outside of
Florida, business in this area resulted in an increase
of 3,400 contracts for the Florida Plan. Expanded
services for current clients, as well as relative growth
in Florida among existing national account groups,
contributed to the almost 3 percent gain in this line
of business.

State Employees Group :
The Plan furnishes administrative services to this
important group of 77,000 state employees. In 1983,
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Operations

Private Business:
The accurate and timely processing of thousands
of private business claims daily, together with personalized attention to the service needs of individual
members, represents the very core of our business
enterprise. Superior performance in this critical area
is one of our highest corporate goals, and continuing improvement one of our highest priorities.
In 1983, we paid a total of 5.9 million private
business claims, which reflected almost a 14 percent
increase over the previous year. At the same time,
our productivity also rose as the average number of
claims paid by each claims examiner increased by
over 13 percent.
Part of the increased efficiency in 1983 resulted
from the introduction of several new programs
designed to improve our customer service
capabilities:
• Training effectiveness was increased through a
program designed to allow evaluation and
certification of new claims and customer service
personnel and periodic recertification of experienced personnel. The scope of this program
will be extended in 1984 to our branch offices
around the state to improve our local customer
service.
• Our ability to identify and respond to
customer service needs was improved through
the introduction of our new Inquiry Control
System. This computerized enhancement
allows us to analyze customer inquiries and
identify patterns of customer problems that
require changes or improvements in our service
procedures. Through the information furnished
by this system we are able to focus more
quickly on those areas requiring immediate
attention and to translate problems into
positive results.
• The implementation of a new system for
obtaining additional claims information
increased our ability to assist customers in
furnishing complete and accurate information
needed to process their claims. With this
program, we are able to automatically notify
members and providers in writing when additional information is needed on a claim. At

''The contact our
subscribers have with the
customer service representatives about a claim may be
the only personal interaction
they have with us. We want
to be sure that our customers
go away feeling satisfiedthat we have been responsive
to their needs ." Barbara
Hoffman Hunter, Director,
Benefits Administration.

the same time, the system automatically stores
the claim for quick retrieval and accurate
"match up" with the needed information when
it is received.
These programs represent some of the important
steps in our efforts to improve service to our private
business customers. Equally important, they reflect
the personal commitment of each of us at Blue
Cross and Blue Shield of Florida to continually
work toward achieving superior service. While this
remains a challenging goal, we are confident that
through our increasing management effectiveness
and technical knowledge, together with a greater
awareness of customer needs, we will be successful in
our efforts.

Government Programs: Medicare
As the primary contractor for administering the
Medicare program in Florida, Blue Cross and Blue
Shield of Florida works closely with older citizens to
assure our continuing effectiveness in meeting their
needs. Through our Medicare Beneficiary Advisory
Councils, established in 1975, we bring together
older citizens from many walks of life to exchange
information and increase understanding about the
Medicare program. Such two-way communication
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Operations

(Continued)

tant part of our responsibility involves maintaining a
close and continuing working relationship with the
hospitals and other institutional providers in Florida.
That responsibility has taken
on increasing value as
significant program changes
affecting providers have been
made recently by the federal
government. The most
notable of these changes
became effective October 1,
1983 and involved the
changeover by hospitals to the government's new
Prospective Payment System. Under this new
reimbursement system, payments to hospitals for
treating Medicare patients are determined in
advance, based primarily on the patient's diagnosis.
T h is is in contrast to the previous method in which
h ospitals were reimbursed based on a restrospective
determination of reasonable costs for Medicare
services.

efforts h ave contributed to
our ability to more effectively
administer the program.

Medicare Part A
Blue C ross and Blue
Shield of Florida is one of
the nation 's largest Medicare
Part A contractors. T h is
covers services in hospitals
and in other health care
facilities such as skilled n ursing facilities. In calendar
year 1983 we processed over 1.8 million claims on
beh alf of Medicare beneficiaries with payments totaling almost 2.4 billion dollars. Over 96 percent of
these claims were completed within two weeks of
receipt, a performance which earned the federal
government's highest rating for timely claims payment.
Since virtually all payments under Medicare Part
A are made directly to providers of care, an impor-
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Operations

(Continued)

This new system represented a major modification
for hospitals and required a great amount of effort
and support from Blue Cross and Blue Shield of
Florida to help accomplish the changeover successfully within the time frames established by the
government. Our success in managing this transition
was acknowledged by the federal government's
Health Care Financing Administration through
special written recognition.

Despite the increased workload resulting from this
change, Blue Cross and Blue Shield of Florida continued to justify its leadership standing. In the fiscal
year ending in 1983, the Plan processed over 15.5
million Part B claims, a 30 percent increase over the
previous year. Yet the average time needed to process
each claim remained below five days, less than half
the national average. The average cost of processing each claim also dropped to a new low of $2.00,
reflecting, our continued systems and management
improvements. The Florida Plan continues to be
ranked among the top Medicare Part B administrators in the United States, according to the key
measurements used by the government to gauge
carrier performance.

Medicare Part B
In Blue Cross and Blue Shield of Florida's
Medicare Part B area, which processes claims for the
services of physicians and other medical suppliers,
outstanding performance was recognized in 1982
with the award of the Part B claims administration
contract for Dade and Monroe counties. As a result
of this contract, the Florida Plan became the Part B
administrator for the entire state of Florida and the
largest Part B carrier in the nation.
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Blue Cross and Blue Shield of Florida, Inc.

Combined Balance Sheets
December 31, 1983 and 1982 (dollars in thousands)

Assets

1983

1982

$ 41,441

$ 36,185

13,714
87,023
142,178

13,206
47,822

Investments:
Fixed maturities, at amortized cost (market $39,785 in
1983 and $36,524 in 1982)
Equity securities, at market (cost $10,672 in 1983 and
$8,931 in 1982)
Short-term investments
Total investments
Cash
Interest receivable
Reimbursement contracts receivable
Receivables
Property and equipment
Prepaid expenses and other assets
Total assets

97,213

540
3,618
59,260
56,095
29,005
3,409
$294,105

$229,202

$ 77,455
59,260

$ 52,296
48,333

136,715
1,587
25,344
18,957
23,379
205,982

100,629

88,123
$294,105

77,510

438
2,248
48,333
51,307
29,003
660

Liabilities
Liabilities for policyholder benefits:
Claims outstanding
Reimbursement contracts
Total liabilities for policyholder benefits
Provision for experience rating refunds
Unearned premium income and unallocated receipts
Deposits and advances
Accounts payable and accrued expenses
Total liabilities

1,044
18,889
16,918
14,212
151,692

Commitments and litigation (notes 6, 7 and 8)

Unallocated Reserve
Unallocated reserve
Total liabilities and unallocated reserve

See accompanying notes to combined financial statements.
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$229,202

Blue Cross and Blue Shield of Florida, Inc.

Combined Statements of Operations and Unallocated Reserve
for the years ended December 31, 1983 and 1982 (dollars in thousands)

1983
-$652,137
595,776
62,385

Premiums earned
Claims expense
Operating expenses

658,161

Total claims and operating expense
Investment and other income

(6,024)
17,536

Net income

11,512

Operating income (loss)

77,510

Unallocated reserve, beginning of year
Current year unrealized appreciation
(depreciation) of equity securities

(899)
$ 88,123

Unallocated reserve, end of year

See accompanying notes to combined financial statements.
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1982

--

$537,365
485,508
50,468
535,976
1,389
12,775
14,164
60,281
3,065
$ 77,510

Blue Cross and Blue Shield of Florida, Inc.

Combined Statements of Changes in Financial Position
for the years ended December 31, 1983 and 1982 (dollars in thousands)

1983

1982

$11,512
3,542

$14,164
2,193

(1,370)
(10,927)
(4,788)
(2,749)

485
(9,181)
(12,665)
293

36,086
543
6,455
9,167
2,039
49,510

18,535
(726)
2,050
2,402
280
17,830

31,128
9,550

39,997
5,979

Total cash provided

90,188

63,806

Cash was used for:
Cost of investments purchased:
Fixed maturities
Equity securities
Short-term investments, net
Purchase of property and equipment

36,434
10,957
39,201
3,494

42,067
6,398
6,358
8,836

90,086

63,659

Cash provided from operations:
Net income
Depreciation and amortization not requiring cash
Decrease (increase) in certain assets:
Interest receivable
Reimbursement contracts receivable
Receivables
Prepaid expenses and other assets
Increase (decrease) in certain liabilities :
Liabilities for policyholder benefits
Provision for experience rating refunds
Unearned premium income and unallocated receipts
Accounts payable and accrued expenses
Deposits and advances
Cash provided from operations
Proceeds from investments sold or matured:
Fixed maturities
Equity securities

Total cash used
Increase in cash

$

See accompanying notes to combined financial statements.
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102

$

147

Notes to Combined Financial Statements
December 31, 1983 and 1982

and other federally insured investments. These
investments are stated at amortized cost and mature
within two years.

1. Organization

Realized investment gains and losses are calculated
on the basis of specific identification at the time
securities are sold. The change in unrealized appreciation (depreciation) of equity securities is recorded
in unallocated reserves.

Blue Cross and Blue Shield of Florida, Inc. (the Plan),
a not-for-profit mutual insurance company, provides
basic medical, hospitalization and other health
benefits as well as major medical, comprehensive and
complementary coverages. The Plan also processes
claims for other Blue Cross and Blue Shield Plans'
subscribers and for programs such as Medicare and
Federal Employees Health Benefits Program (FEP).
The Plan is a member of the Blue Cross and Blue
Shield Association which establishes national policies
and sets standards for the programs.

Premiums Earned
Premiums are billed in advance of coverage periods
and recognized as earned income when due.

Property and Equipment
Property and equipment are recorded at cost.
Depreciation is computed on the straight-line
method over the estimated useful lives of the assets.

2. Summary of Significant Accounting
Policies
Combined Statements

Liabilities for Policyholder Benefits
The Plan accrues for incurred and unreported claims
based on historical paid claims data and experience
using actuarially accepted statistical methods. The
methods used in determining the liability are
periodically reviewed and any adjustment resulting
from these reviews is reflected in operations currently.
Processing costs related to such claims are expensed as
incurred.

The combined financial statements include the
accounts of the Plan and its affiliated companies,
Capital Group Health Services of Florida, Inc.
(CHP), South Florida Group Health, Inc. (SFGH),
and Florida Combined Insurance Agency, Inc.
(FCIA). Both CHP and SFGH are not-for-profit
health maintenance organizations. FCIA is a wholly
owned subsidiary that acts as an agent or broker
when group life, accident or disability insurance is
sold as a package with the Plan's health coverage.
All intercompany transactions have been eliminated
in the combined financial statements. (See note 7.)

The liabilities for reimbursement contracts (National
Accounts, FEP and cost plus contracts), are also
established as a receivable and thus have no effect
on net income.

Expense Reimbursement
Operating expenses are allocated to various lines of
business in order to determine the expense reimbursement due from Medicare, where the Plan acts
as a fiscal intermediary, and also from FEP and other
Blue Cross and Blue Shield Plans for which the Plan
processes claims. The Plan is reimbursed for either
costs incurred or amounts based on predetermined
budgets. Such reimbursements, $52,656,000 for 1983
and $47,968,000 for 1982, are offset against operating
expenses in the accompanying financial statements.
Reimbursements and claims payments are subject to
audit by the respective agencies and any resulting
adjustments are reflected in operations currently.

Investments
Fixed maturities are carried at cost adjusted for
amortization of premium and discount. No provision
has been made for the excess of amortized cost over
market value since the Plan generally intends to hold
these investments to maturity.
Equity securities are carried at market value. Net
unrealized appreciation at December 31, 1983 consists of gross unrealized appreciation of $3,567,000
and gross unrealized depreciation of $525,000.
Short term investments consist of U.S. Treasury bills
and notes, repurchase agreements, commercial paper,
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(Continued)

Pension Plan
The Plan's policy is to fund pension costs accrued
which are composed of normal costs and amortization of prior service costs.

5. Employee Pension Plan

Income Taxes
The Plan and its affiliated health maintenance
organizations are not-for-profit corporations exempt
from Federal and State income taxes . FCIA is subject
to Federal and State income taxes.

The Plan participates in a defined benefit non-contributory pension plan for the benefit of all its
employees. The pension plan is funded through the
Blue Cross and Blue Shield National Retirement
Trust, a collective investment trust which services the
retirement programs of its participating employers.
Pension expense was $1,375,000 and $1,316,000 in
1983 and 1982, respectively. A comparison of accumulated pension plan benefits and pension plan assets
for the Plan is presented below (dollars in thousands):

Allowance for Doubtful Accounts
The Plan provides an allowance for doubtful
accounts based upon the expected collectibility of
each type of account. Receivables have been reduced
by the allowance for doubtful accounts of $6,389,000
and $5,698,000 at December 31, 1983 and 1982,
respective! y.

January 1
Actuarial present value of
accumulated plan benefits:

Reclassification
Certain amounts in 1982 have been reclassified to
conform with the presentation adopted in 1983.

3. Property and Equipment

(dollars in thousands)

1983
1982
$ 2,119 $ 2,119
25,798 25,337
359
377
18,960 15,976
47,254 43,791
18,249
14,788
$29,005 $29,003

Land
Buildings
Leasehold Improvements
Equipment
Total Property & Equipment
Less Accumulated Depreciation
Net Property & Equipment

4.

Amount Paid
1982

$3,620,413

$2,981,116

382

85,727

75,542

$10,765

$ 9,481

Net assets available for benefits $29,304

$22,903

Year Ending
December 31
1984
1985
1986
1987
1988
After 1988

(Amounts in thousands)

13,9}3

$ 8,625
856

The Plan and its affiliates lease office space, data
processing equipment and automobiles. The leases in
effect at December 31, 1983 expire on various dates
through 1992. The following is a schedule of future
approximate minimum rental payments due under
operating leases that have initial or remaining noncancellable lease terms in excess of one year as of
December 31, 1983 (dollars in thousands):

Approximate Claims

Medicare 17,540
State of
Florida
433

$ 9,954
811

6. Rentals Under Operating Leases

The Plan serves as intermediary for the Medicare
program and acts as administrator for the State of
Florida-Employee Group Health Self-Insurance Plan.
Claims relating to these programs, as shown in the
following table, are not reflected in the accompanying
financial statements.

1983

1982

The assumed rate of return used in determining the
actuarial present value of accumulated pension plan
benefits was 9%.

Agency Contracts

Number
Processed
1982
1983

1983

Vested
Non-vested

Basic Rental
Commitments
$2,584
1,660
1,168
559
375
1,392
$7,738

Rental expense for 1983 and 1982 was $3,588,000
and $4,927,000 respectively.
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7. Affiliated Organizations
The Plan has an affiliation agreement with CHP
which gives the Plan majority control of the corporate membership. As part of the agreement, the
Plan has made a loan commitment to CHP of
$3,000,000, and the agreement also provides that the
Plan may provide certain administrative services and
products. As of December 31, 1983, all advances to
CHP have been repaid.

to the United States Court of Appeals. In the opinion
of the Plan's counsel, prospects are reasonable for a
successful defense of the appeal.

The Plan also has an agreement with the State of
Florida giving the Plan control over the Board of
Directors and management of SFGH. As part of the
agreement, the Plan invested $500,000, and made a
loan commitment to SFGH of $2,000,000, of which
$1,361,000 (including interest of $51,000) has been
advanced at December 31, 1983.

Auditor's Report
To the Board of Directors of
Blue Cross and Blue Shield
of Florida, Inc.:

We have examined the combined balance sheets of
Blue Cross and Blue Shield of Florida, Inc. as of
December 31, 1983 and 1982, and the related combined statements of operations and unallocated
reserve and changes in financial position for the
years then ended. Our examinations were made in
accordance with generally accepted auditing
standards and, according! y, included such tests of
the accounting records and such other auditing
procedures as we considered necessary in the
circumstances.

The following are condensed financial statements of
the Plan's affiliates at December 31, 1983 and for the
twelve month period then ended (before eliminations;
dollars in thousands):

8.

Total assets

CHP
$1,770

Total liabilities
Fund balance (deficit)

551
1,219

SFGH
$ 940
--2,200
(1,260)

FCIA
$ 427

$ 427
--$ 1,402
1,8'13
$ (411)

Total liabilities and
fund balance

$1,770

Revenues
Expenses

$ 5,896
5,073

$ 940
--$ 4,224
5,507

Excess of revenues/
(expenses)

$

823

$(1,283)

504
(77)

In our opinion, the combined financial statements
referred to above present fairly the combined financial position of Blue Cross and Blue Shield of
Florida, Inc. at December 31, 1983 and 1982 and
the combined results of its operations and the
changes in its financial position for the years then
ended, in conformity with generally accepted
accounting principles applied on a consistent basis.

Litigation
In 1979, the Plan realized an investment loss resulting
from transactions with a securities broker who
became involved in bankruptcy proceedings. In connection with transactions with the broker, the Plan
was named as a defendant in a lawsuit seeking
damages of $2,000,000 plus interest and costs.

Jacksonville, Florida
March 9, 1984

A decision in favor of the Plan has been received
from the district court. The plaintiff filed an appeal
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Board Activities

The board of directors of Blue Cross and Blue
Shield of Florida bring to the corporation
knowledge and experience in a wide range of professions, including general management, law, economics,
and finance, as well as the hospital and medical
fields. Of the 31 members of the board, 17 represent
the public, with backgrounds in Florida manufacturing and service industries, and professional and
community leadership. Of the 14 board members
from the health care industry, seven are physicians
and seven are hospital administrators; all have
distinguished themselves in their fields.
During 1983, the board of directors continued to
provide its counsel and support for ongoing
corporate activities and the company's new business
initiatives. Members of the board served on 10
committees whose 1983 activities included the
following:
• Executive Committee (G. Hunter Gibbons,
chairman): During the year, the committee continued to fulfill its responsibility to oversee the
company's operating plans, budget and key
business needs. In addition to their regular duties,
the committee was primarily concerned with
reviewing and approving initiatives undertaken
with respect to legislative and regulatory issues
involving the Plan's cost containment activities.
• Cost Containment Committee (William V. Roy,
chairman): Committee activities for the year
included reviewing results of the hospital Prospective Charge Payment and Charge Audit programs,
and approving implementation of a new physician
reimbursement program.
• Alternative Delivery Systems Committee (William V.
Roy, chairman): The committee continued to be
actively involved in HMO development during
1983. Committee members approved and recommended to the board a comprehensive five-year
plan for establishing ten HMOs throughout the
state by 1988. The committee also monitored
implementation of a computerized HMO management information system.
• Nominating Committee (Helen B. Adams, chairman): Vacancies in membership on the board of
directors made 1983 an active year for the
committee. Three new board members were
elected, and G. Hunter Gibbons was re-elected as
chairman of the board.
• Finance, Capital Investment, and Facility Planning
Committee (Lewis A. Doman, Jr., chairman):

•

•

•

•

•
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During 1983 the committee continued its monitoring of performance against plans for both internal
and external investments, and conducted a review
of the corporation's Facility Use Plan and Leasing
Program.
Audit Committee (Robert P. Evans, chairman):
The committee met five times in 1983 to review
and approve an outside auditor's plan, the Internal Audit Department's Master Audit Program,
and recommendations by the Plan's auditors for
operating and control improvements.
Marketing and Public Affairs Committee (Frederick
B. Youngblood, chairman): In 1983 the committee
reviewed the marketing plans and programs by
major segments: local group, national accounts
and individual. In addition, special attention was
given to the development and implementation of
the new dental product, the individual Dimension
Ill, regulatory problems and legislative issues
which had potential impact on the Plan.
Personnel and Compensation Committee (Clarence
G. King, chairman): The committee rnviewed the
progress of the human resource programs put into
effect in 1983 and approved the 1984 Compensation and Benefits program with particular
attention to the continued competitiveness of the
base salary structure, cost containment aspects of
the health care plan and the new Dental
Assistance plan.
Medical Affairs Committee 0oseph G. Matthews,
M.D., chairman): During 1983, the committee
reviewed guidelines and parameters used in
establishing allowances for Blue Cross and Blue
Shield of Florida physician reimbursement, as
well as reviewing and making recommendations
concerning the new physician participation
program.
Institutional Affairs Committee (Middleton T.
Mustian, chairman): During the year, the committee reviewed and recommended approval of a
reimbursement plan for free-standing birthing
centers. In addition, the committee continued to
review criteria for provider contracting status
requests for participation and approved 36
institutions.
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